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PHILIPPINES: KEY ECONOMIC INDICATORS 
(In millions of U.S. dollars unless noted) 
1993 


1990 1991 (Proj.) 
DOMESTIC ECONOMY 


Population (est. in millions) a/ 63.5 66.6 
Population growth (% est.) 23 2.3 ‘ 2.4 
GDP (current) 45,272 r/ 54,813 


GNP (current) 45,913 r/ 56,101 
Per capita GDP, current dollars 713 r/ 823 


GDP in real terms (1985=100) % change (0.6) r/ : 1.6 
GNP in real terms (1985=100) % change 0.2 r/ ; 1.9 
Consumer price index, average % change 18.7 ‘ 8.1 


PRODUCTION AND EMPLOYMENT 

Labor force (millions) 25.6 

Unemployment rate (%) : 10.6 

Industrial prod. (1985=100) % change (3.1) r/ 

Nat’l gov’t budget surplus/(deficit) (2.1) 
as % of GNP 


BALANCE OF PAYMENTS 

Exports (FOB) 8,186 8,839 9,824 
Imports (FOB) 12,206 12,052 14,520 
Trade balance (4,020) (3,213) (4,695) 
Current account balance (2,695) (1,034) (994) 
Foreign investment inflows 706 798 1,363 

Foreign debt, as of end of period 28,549 29,956 30,900 
Debt service paid (principal & interest) 3,675 2,992 3,116 
Debt service as % of goods & serv exports 28.2 20.7 18.0 

Foreign exchange reserves 1,993 4,470 5,218 
Average exchange rate (in pesos/US$) 24.310 27.479 25.512 


FOREIGN INVESTMENT (CB registrations) b/ 
Total (cumulative) 3,279 3,690 4,018 4,370 
U.S. (cumulative) bah 1,846 1,902 1,970 


U.S.-PHILIPPINE TRADE 

U.S. exports to Phil., FAS (U.S. data) 2,472 2,265 r/ 2,753 3,080 
U.S. imports, CV (U.S. data) 3,383 3,471 4,358 4,850 
U.S. trade balance with Philippines (911) (1,206) (1,605) (1,770) 
U.S. share of Phil. exports (%) 41.3 39.3 44.3 44.5 

U.S. share of Phil. imports (%) 20.2 18.8 19.0 19.0 


U.S. BILATERAL AID (fiscal year) 495.6 462.8 297.5 150.4 
Economic (includes food aid) r/ 352.9 360.0 244.5 133.1 
Security (includes training) 142.7 102.8 53.0 17.3 


PRINCIPAL U.S. EXPORTS (1992): materials for semiconductor, electronic and electrical machinery manufacture 
(consigned), $532 million; electric machinery, apparatus and appliances, $338 million; non-electric machinery, $322 
million; transport equipment, $200 million; and cereals and cereal preparations, $186 million. 

PRINCIPAL U.S. IMPORTS (1992): garments and accessories (largely consigned), $1,294 million; semi-conductor 
devices, electronic and electrical machinery (consigned), $631 million; electric machinery, apparatus and appliances, 
$610 million;, coconut oil, $252 million; and sugar, $88 million. 


a/ estimates based on actual 1990 census; b/ principally exercised to assure repatriation rights; p/ preliminary; r/ revised 


SOURCES: Government of the Philippines, USAID 





SUMMARY 


In 1992, the Philippines was unable to break free from the stagnant economic growth that has 
plagued the country for the last two years. A smaller fiscal deficit, a return to single-digit 
inflation and a moderation of interest rates improved economic fundamentals, but chronic power 


shortages, inadequate infrastructure and prolonged drought curtailed industrial and agricultural 
expansion. 


The growth of gross domestic product (GDP) was flat for 1992 and gross national product 
(GNP), helped by remittances from overseas workers, grew by only 0.6 percent for the year. 
For 1993, the Philippine Government forecasts GDP growth of 3.0 percent, already reduced 
from its initial 4.0 percent target; however, because of the continuing power crisis, private 
forecasters project GDP growth in the 1.5 to 2.0 percent range. 


Finding a solution to the daily 6-8 hour power outages is the top priority for the Ramos 
administration. Additional power capacity will substantially increase the supply of power in 
1993, but the unreliable existing plants will most likely cause periodic outages until scheduled 
baseload plants are finished in 1995-96. Another potential stumbling block is the failure of the 
Philippine Government to reach agreement with the International Monetary Fund for a successor 
financing program, which is considered essential for further aid pledges and debt rescheduling. 
The talks have bogged down over the Philippines’ ambitious Medium-Term Development Plan, 
which many view as unrealistic and inflationary. 


The Philippines’ foreign debt remains substantial at just less than $31 billion, but debt 


rescheduling and buybacks reduced debt service for 1992 to approximately 18 percent of export 
receipts, a sharp reduction from the 36 percent level inherited from the Marcos era (pre-1986). 
The lifting of the import surcharge, the strong value of the peso, and the urgent demand for 
power generating equipment and crude oil increased imports by 20 percent in 1992 and 
contributed to a record high trade deficit of $4.6 billion. The phased 1992 deregulation of the 
foreign exchange market did not lower the peso’s value as expected, but a gradual depreciation 
towards 28 pesos/dollar is expected by the end of 1993. 


During the last few years, the relatively closed Philippine economy has been pried open 
somewhat by foreign exchange deregulation, foreign investment liberalization, and tariff and 
market barrier reduction. President Ramos continues to voice his commitment to further 
economic reform, but a reluctant Congress and vested interests have stalled additional progress. 
Trade opportunities for U.S. exporters exist in a range of industries, especially the power 
generation sector. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Domestic economic expansion -- as measured by GDP -- was flat in 1992. Production problems 
prevented the economy from taking advantage of a modest upturn in overall demand. 

Consumer and investment spending accelerated with election-related demand, strong overseas 
remittances, more modest inflation and softer interest rates, but did not compensate for declines 
in government consumption and export volumes. Due to production constraints and a strong 
peso, the upturn in demand was satisfied mainly by imports, whose share of GNP rose from 

37 percent in 1991 to 41 percent in 1992. 
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Agricultural output, hit hard by a prolonged drought, declined from its 1991 level. Frequent 
power interruptions -- a consequence of inadequate investment in power generation facilities, 
breakdown of existing power plants, and inadequate rainfall for hydro-generated power -- 
dampened overall industrial production. Buoyed by strong inflows of dollars from abroad, GNP 
managed positive growth of 0.6 percent. However, real GNP per capita declined for a second 
consecutive year as population growth and inflation outpaced GNP expansion. 


The Philippine Government in the past two years has pushed through with long-resisted reforms 
towards the liberalization of foreign investment entry, foreign exchange restrictions, quantitative 
trade barriers, and tariff protection. While these efforts bode well for more sustainable long- 
term expansion, resumption of strong economic growth in the short term is constrained by 
inadequate infrastructure. Shortages of electrical power and a limited telecommunications 
network are major concerns, and the Philippine Congress recently granted President Ramos 
emergency powers to deal more swiftiy with the power crisis. Inadequate fiscal resources for 
infrastructure upgrading have prompted the Philippine Government to tap foreign assistance 


through the Multilateral Aid Initiative and private sector investment via "build-operate-transfer" 
schemes. 


The government is targeting a 3.0 percent GDP growth rate for 1993, which hinges heavily on 
a strong recovery in the agricultural sector and some progress on the power situation. Making 
allowances for vagaries of weather, probable breakdowns of existing power plants and 


government revenue constraints, private sector economists currently forecast a GDP recovery in 
the 1.5 to 2.0 percent range. 


Prices and Interest Rates. Year-to-year consumer price inflation reverted to single-digits in 
February 1992 and averaged a more moderate 8.9 percent for the year, reflecting the effects of 
three domestic fuel price reductions, the appreciation of the peso, a more conservative monetary 
policy, and a narrower fiscal deficit than in 1991. 


With a stagnant domestic economy, interest rates also trended downward. Taking the cue from 
Treasury bills, average rates on secured loans declined from 23.5 percent in 1991 to 19.4 
percent in 1992. In January 1993, the Central Bank began a phased 3 percentage point 
reduction in reserve requirements in a bid to reduce financial bank intermediation costs. 


Annual inflation for 1993 is expected to be in the range of 8.0 to 8.5 percent. Inflationary 
pressures from a power rate hike, a gradual depreciation of the peso, a wider fiscal gap and a 


more expansive monetary policy may be tempered by a gradual easing of supply bottlenecks, 
declining interest rates and underutilized industrial capacities. 


Fiscal Policy. The National Government posted a fiscal deficit of 16 billion pesos during 1992 
which, while narrower than 1991’s 26.3 billion peso gap, exceeded the 9 billion peso ceiling 
programmed for the year. Revenues for 1992 were 11.5 billion pesos short of target due to 
lethargic growth and the slower-than-planned privatization of government-owned assets. 


The 1993 fiscal deficit is programmed to increase to 25.6 billion pesos to pump prime a 
lethargic, infrastructure deficient economy. New revenue measures will need to generate 

22.3 billion pesos if the 1993 revenue target is to be reached. However, efforts to increase 
revenues have been unsuccessful in the past and continue to meet strong resistance. Philippine 


revenue effort (the ratio of revenues to GNP) was 18.5 percent in 1992, the lowest among 
ASEAN countries. 
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External Accounts. The Philippines posted a $500 million balance of payments (BOP) surplus 
during 1992, barely one-third the $1.4 billion surplus of 1991, mainly a result of a 

$1.3 billion debt buyback in May 1992. Stronger service export receipts, led by overseas 
remittances and tourism-related earnings, helped offset a record-high merchandise trade deficit. 


The Philippines’ foreign debt stock rose from $30 billion in 1991 to $30.9 billion in 1992, 
reflecting the issuance of long-term bonds under a comprehensive debt restructuring agreement 
forged with foreign commercial creditors in December 1992. Although the debt stock remains 
substantial, foreign debt service payments have been reduced to more manageable levels. In 
1992, Philippine foreign debt service was estimated at 18 percent of export receipts, an 
improvement from the 36 percent ratio inherited from the Marcos administration in 1986. The 
comprehensive debt restructuring has since allowed the Philippines to re-enter the voluntary 


capital market. Since 1985, the government has also concluded four rescheduling agreements 
with its official creditors. 


The Philippine Government hopes to have a three year-successor financing program with the 
International Monetary Fund (IMF) before mid-1993, but discussions have bogged down over 
the Medium-Term Philippine Development Plan, which many observers view as unrealistic and 
inflationary. The IMF program is needed to trigger further aid pledges from donor countries 
and rescheduling of debt with official creditors. 


Foreign Exchange. The strong supply of foreign exchange and more moderate domestic 
inflation exerted upward pressure on the peso/dollar rate during 1992, continuing a trend which 
began in April 1991. Despite continued Central Bank purchases of foreign exchange, the 
resumption of off-fioor interbank foreign exchange trading in April 1992, and general 
expectations that the peso would weaken as the pre-Christmas import season approached, the 
peso/dollar rate closed 1992 at 25.20, stronger than both 1990 and 1991 closing rates of 

28.00 and 26.65, respectively. 


According to bankers and government officials, strong inflows of foreign exchange may have 
been prompted by the phased deregulation of foreign exchange rules since January 1992. The 
new rules lifted mandatory surrender of foreign exchange earnings from nontrade transactions 
and removed previous restrictions on capital repatriation and remittances, purchases and sales of 
foreign exchange, opening of foreign exchange accounts, and withdrawal of foreign exchange 
for investment or deposit abroad. An appreciating peso also may have prompted the conversion 
of foreign exchange holdings to higher yielding domestic instruments. 


The Central Bank’s foreign reserve position ended 1992 at a comfortable level of $5.2 billion, 
adequate for 3.3 months’ worth of import requirements. The Central Bank enjoyed a strong 
international reserve position during the year and continued its purchases of foreign exchange to 
placate exporters. The cushion of reserves enabled the government to consummate its second 
major debt buyback and to retire outstanding Central Bank foreign exchange swaps with 
commercial banks. 


For 1993, the current expectation is for a gradual depreciation of the peso, partly because of 
some improvement in economic activity and a possible preference for foreign exchange assets. 
The Central Bank is expected to allow, and may even aid, a gradual decline towards a year-end 
rate of 28.00 pesos per dollar. 
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Investment. Following declines in 1991, broad indicators of investment for 1992 showed some 
improvement. Fixed capital formation, which slumped by 14 percent in 1991, increased by 
7.8 percent during 1992. Paid-up capital registered with the Security and Exchange Commission 


(SEC) grew by close to 24 percent during 1992, accelerating from 1991’s growth performance 
of barely 4 percent. 


However, most of the improvement in the investment picture came from domestic capital. The 
passage of a more liberal foreign investment law in late 1991 failed to rally stronger foreign 
investment flows as investors waited for improvement of infrastructure deficiencies and the 
peace and order problem. SEC statistics show a 4 percent decline in foreign paid-up capital and 
Central Bank-registered foreign investments fell by over 20 percent. 


Discounting a surge in portfolio investments (which are transient in nature), foreign direct 
equity investments in the balance of payments declined by 17 percent from its comparable 1991 
level. The recovery of foreign investor interest is a primary challenge for the Philippines as it 
faces changing global priorities in foreign aid and financing. 


Foreign Trade. Helped by a strong peso and the May 1992 lifting of a 5 percent surcharge, 
imports surged by 20 percent in 1992 and fueled a record high merchandise trade deficit of 
$4.7 billion in 1992, 46 percent larger than the $3.2 billion gap in 1991. Imports of capital 
goods for infrastructure improvement, especially power generators and telecommunication 
equipment, soared by $1.1 billion, and demand for raw materials and intermediate goods also 
increased markedly by $908 million (or 16 percent over 1991). 


Exports, less competitive because of the strong peso and periodic power outages, could not keep 
pace with import growth, but did expand by 11 percent to $9.8 billion in 1992. Electronic 
goods and garments, which comprise 50 percent of the country’s export value, led the 

14 percent export growth of manufactured products. With the exception of coconut oil exports, 
which increased by 61 percent from 1991, exports of resource-based products fell significantly 
due to slack demand from major trade partners. 


Trade with the U.S.. The Philippines sent $4.3 billion worth of products, mainly textiles and 
electronic goods, to the United States in 1992 and continues to depend on the U.S. market for 
more than 40 percent of its exports. The Philippines’ trade surplus with the United States 
reached $1.6 billion in 1992, in spite of a 21 percent increase in U.S. exports to the 
Philippines. This trade surplus is by far the largest with a single country, and the United States 
remains the Philippines’ leading trade partner; however, for the first time, Japan outsold the 
United States in the Philippines by $458 million in 1992. 


IMPLICATIONS FOR THE UNITED STATES 


Despite a series of trade, investment, and exchange control liberalizations over the last two 
years, the Philippine economy remains generally import-dependent and import-substituting. 
Foreign business representatives continue to complain of bureaucratic red tape, infrastructure 
deficiencies, inconsistent policies, and other problems. Nonetheless, significant U.S. export 


opportunities exist, and U.S. firms already operating in the Philippines report substantially 
profitable operations. 
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Trading with the Philippines. U.S. companies can gain market entry through direct sales, the 
use of agents and distributors, franchising and licensing, or by setting up local branches and 
subsidiaries. The Manila-based offices of the U.S. and Foreign Commercial Service (US&FCS) 
and Foreign Agricultural Service, as well as the American Chamber of Commerce of the 
Philippines, can assist in the identification of Philippine trade and business partners, as well as 
provide information on trade prospects. 


Tariffs and Taxes. Executive Order (E.O.) 470, issued in July 1991, reduces over five years 
the number of tariff levels from seven to four and the maximum duty rate from 50 to 

30 percent. By July 1993, the new tariff structure will have already cut the average nominal 
tariff rate to 22.56 percent. However, some 200 strategic items will continue to enjoy 

50 percent tariff protection after July 1995. 


Additionally, in August 1992 E.O. 8 increased tariffs on roughly 200 items previously subject 
to quantitative restrictions. The tariffs were raised to a maximum rate of 100 percent, but will 
be phased down over three years to the 30 percent ceiling set in E.O. 470. Imports of feed 
corn, poultry, pork and meat (except beef, the duty on which were doubled to 60 percent 
effective July 1, 1993) are prohibited unless deemed necessary by the Secretary of Agriculture. 


Imports are also subject to excise and value-added taxes. Effective March 1992, virtually all 
imports valued over $500 are subject to preshipment inspection at the port of export to prevent 
misdeclaration of goods and tariff evasion. Societe Generale de Surveillance, the Swiss firm 
charged by the Philippine Government with performing preshipment inspection, is also tasked 
with determining the value of export shipments based on a unique "home consumption value" 
method that results in much higher dutiable values for many U.S. products. 


Quantitative Restrictions. In July 1992, the Monetary Board liberalized many trade rules. 
Imports are now classified into three categories (down from five): freely importable, regulated, 
and prohibited. The importation of 18 categories of commodities, such as firearms and 
ammunition, narcotics, gambling devices and obscene materials, is prohibited. Most 
quantitative restrictions on regulated imports have been eliminated, although roughly 137 items 
(in addition to corn and certain other agricultural products) remain restricted. By 1994 only a 
small number of items will remain restricted for reasons of health, safety, or national security. 


Import Payments. Import payment in the Philippines is generally straightforward and subject 
to minimal controls. Commodities may be imported against letters of credit (L/C), on a 
documents against acceptance (D/A) or documents against payment (D/P) basis, or under open 
account (O/A) arrangements. All of these payment methods are available regardless of the type 
and amount of importation. 


Export Incentives. Exporters enjoy a variety of incentives, including exemption from the 
payment of excise taxes on exports, refunds of value-added taxes paid on imports that are re- 
exported, and the use of low-cost facilities in the country’s Export Processing Zones. The 
Export and Investment Development Council, chaired by President Ramos, was formed to 
coordinate and enhance export promotion efforts. 


Best Trade Prospects. The US&FCS has identified 20 industry sectors as "best prospects" in 
1992-1993 for immediate U.S. sales to the Philippines. Details on these sectors are available 
from the US&FCS office in Manila. 





Following are descriptions of the top five: 


Electrical Power Systems: Because of the Philippines’ serious power supply shortage, the 
Ramos administration has made power development its top priority. In addition to power plants 
under construction by the National Power Corporation (NPC) or by private firms on a build- 
operate-transfer or build-transfer-operate basis, the government is encouraging industry -- 
through a variety of incentives -- to acquire its own power generating units. Promising 
subsectors (with estimated 1992 market size) are transmission and distribution equipment ($249 
million) and generation equipment ($391 million). 


Telecommunications Equipment: This industry offers good sales prospects due to an urgent 
need for more telecommunications facilities, particularly in rural areas. The country’s 
telephone density index is estimated to be only 1.4 telephones per 100 persons. The 1992 
market for telecommunications equipment was roughly $681 million, about 90 percent imported. 
U.S. exports, estimated at $122 million for 1992, are expected to grow 35-40 percent annually. 
Promising subsectors (with estimated 1992 markets) are telephone and telex equipment ($190 


million), cellular systems ($175 million), radio paging equipment ($87 million), and satellite 
communications equipment ($46 million). 


Industrial Chemicals: The industrial chemical industry has grown steadily into a viable and 
robust sector with more than 300 companies engaged in the manufacture and marketing of 
industrial chemicals. Total market size in 1992 is estimated at $648 million. Imports of 
industrial chemicals increased by approximately 20-25 percent over the last three years. The 
most promising subsector is organic chemicals, with an estimated 1992 market value of $260 
million. 


Coie Dn Merl: The Phone uid al ut ily ered 


Private and government organizations comprise an existing base of approximately 10,000 


corporate users. The 1992 market size for computers and peripherals is estimated at $364 
million, all imported. Near-term growth for computer imports is projected at 20-30 percent. 


The most promising subsectors (with estimated 1992 markets) are peripherals ($127 million) and 
compatibles, mini/micro computers ($160 million). 


Building Products: Based on anticipated economic growth to the year 2000, the construction 
industry should experience rapid growth. The Philippine Government’s infrastructure 
investment requirements for the next five years (1993-1998) will amount to $23 billion. This 
amount will cover the construction and development of the country’s energy, transportation, 
communications, water resources, and social infrastructure (including public schools, housing 
and health clinics). Total imports of building products for 1992 reached $121 million. Best 
opportunities (with estimated 1992 markets) are Portland cement and cement clinker($398 
million) and iron and steel products ($480 million). 


The remaining 15 "best prospects" for 1992-93 are: hotel and restaurant equipment; 
printing and graphic arts; security and safety equipment; pumps, valves and compressors; plastic 
materials and resins; pollution control systems; medical equipment; avionics and 





-9- 


ground systems; franchising services; laboratory instruments; insurance services; computer 
software; architectural, construction, and engineering services; food processing and packing 
equipment; electronic industry; production and test equipment. 


Foreiqn Investment Regulation. The Foreign Investments Act of 1991 (FIA) now permits 
100 percent foreign ownership, without prior Board of Investments (BOI) approval, of 
companies engaged in any activity not included in the Foreign Investment Negative List. The 
FIA applies to foreign investors that do not seek the incentives available under the 1987 
Omnibus Investments Code (described below) and are not investing in banks and other financial 
institutions, that are governed by other laws. 


The Negative List consists of three parts: List A contains activities restricted by the 
Constitution or statute. List B contains (1) activities related to defense or law enforcement; (2) 
activities having negative implications for health or morals; (3) nonexport oriented enterprises 
with less than $500,000 paid-in capital; and (4) export enterprises that utilize depleting natural 
resources and have less than $500,000 paid-in capital. 


For a "transitory period" ending in November 1994, List C consists solely of (a) import and 
wholesale activities not integrated with the production and manufacture of goods; (b) services 
currently requiring a license; and (c) enterprises majority-owned by foreign licensors that 
assemble, process or manufacture goods for the domestic market under license from the 
licensor. After that period, List C will cover activities that are deemed by the National 
Economic and Development Authority to be adequately served by existing enterprises. 


Foreign investors under the FIA need only egiter with the Securities and Liane 


nS es ieee ih Cay 


Bak or reparation of ata and emis, Te Ramos adnan iting of further 


liberalizing the FIA as part of enhancing the overall investment climate in the Philippines. 


Investment Incentives Under the 1987 Investments Code. Investors proposing to engage in 
government-promoted activities can take advantage of tax and other incentives offered by the 
Omnibus Investments Code of 1987. To qualify for these incentives, the investment must be 
approved and registered with the BOI. Foreign equity ownership under the 1987 Code is 
generally limited to 40 percent, but up to 100 percent foreign ownership may be allowed, if the 
investment is in one of the "pioneer" priority industries identified in the annual Investment 
Priorities Plan (IPP), or if the enterprise will export at least 70 percent of its output. Wholly 


foreign-owned companies may be set up in Export Processing Zones, with considerably relaxed 
restrictions. 


The IPP for 1993 grants incentives for export activities; certain agricultural and marine 
products, inputs (like fertilizer production) and services; basic industries like steel, cement, 
petrochemicals, fine chemicals and refined petroleum products; metal engineering, including 
shipbuilding and aircraft manufacture; electronics and telecommunications; textiles projects; 
research and development; support facilities like power plants, testing and quality control 
services and industrial estates; environmental conservation and protection; and projects 
supporting priority programs of other government agencies, like mining, health, and tourism. 


To assist in the facilitation and promotion of U.S. investment, an American Desk at the BOI 
was established on July 1, 1992. 
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BOT Arrangements. Foreign investors can also undertake infrastructure projects on a build- 
operate-transfer (BOT) or similar basis under legislation in place since 1991. The Philippine 
Government has already approved a number of power projects and a municipal mass transit 
project under such arrangements. 


Banking and Financial Services Liberalization. Foreign banks have not been allowed to open 
additional branches since 1948. New foreign participation in banking is limited to taking a 

30 percent equity stake in a domestic bank (40 percent with Monetary Board approval). 

Foreign banks may not obtain universal (merchant) bank licenses. Bills currently before the 
Congress, which enjoy the support of President Ramos, would substantially liberalize the 
foreign banking sector. 


The bt he ny fe im no te sac dry as ba fe dome i 
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longer needed for foreign exchange remittances of reinsurance premiums, 











